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In the age of globalization, there is a growing problem of asymmetry in the mobility of factors of production. Western capital and technology are becoming more mobile globally, but Third World labor is increasingly blocked with controlled immigration in developed (home) countries. Such influential agencies as the World Bank are urging developing (host) countries to adopt flexible labor market policies, while the World Trade Organization are encouraging “deep integration” which would have the effect of subordinating labor market operations to external trade requirements. 

The asymmetry problem noted above has the potential of harming the economic welfare of workers, who should be among the first beneficiaries of increased liberalization in global market, but who may in fact become victims of a “Race to the Bottom” (RTB), i.e. a downward pressure on wages in both the host and home countries’ labor markets. 

This paper uses on empirical data from four Asian countries (China, Thailand, Singapore and the Philippines) to test the hypothesis that foreign direct investment (FDI) causes RTB. The test is centered on the elasticity of demand for labor, an increased elasticity coefficient implying evidence of RTB In the final part of the paper, employment and FDI evidence from Turkey is examined and some policy relevant conclusions are derived.

The paper is organized in five parts. Part one introduces the problem of RTB in the context of labor market flexibility. In Part two there is a literature review on the relationship between FDI and labor market process. It is pointed out that traditionally, trade economists have assumed perfectly competitive labor markets (which are unrealistic and irrelevant to conditions actually prevailing). More recently, they have paid inadequate attention on the impact of globalization on labor markets. 

In the third part, there is a brief discussion of the model (described fully in another paper) that is applied for empirical test in the four Asian economies using available data from such international sources as the World Bank, IMF and the International Labor Office. Then the empirical findings are discussed and policy implications of the findings are highlighted. In particular, the rising elasticity of labor demand in the wake of inflow of FDI is highlighted as this finding implies downward pressure on wages in a flexible labor market. In host countries characterized by Lewis-type (unlimited) labor supply with infinite elasticity at subsistence wage-rate, downward wage flexibility (or TRB) pushes wages toward subsistence level and generates “bad” jobs at the bottom of the labor market process. In home countries, increasing relocation of jobs and investment to host countries, adds to the RTB process globally as displaced labor is pushed into secondary labor markets characterized by casual employment or multiple job holding.

The fourth part of the paper reviews the case of a different emerging market, viz. Turkey, which has recently been experiencing rapid inflow of FDI as a result of privatization and economic liberalization partly in response to requirements of World Bank-IMF structural adjustment, and partly due to EU accession process. Early signs suggest evidence of RTB in the Turkish case as well.

The fifth and final part of the paper examines options available for host countries faced with RTB. Two sets of policies are considered, one at the international level focused on cooperative action championed by the ILO to adopt upward labor market harmonization, aimed at leveling the global labor market, by the introduction of core labor standards. This, in the present context of globalization, is not considered a highly likely option. The other option is national policy in host countries. These include (Scandinavian type) active labor market policies designed to provide better safety nets and legal protection for workers who otherwise face displacement and victimization under labor market flexibility with free capital/technology mobility in the global market-place.     

